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THE ECONOMICS OF ACCOUNTING PRACTICE

A Proposed New Project
By

THE AMERICAN INSTITUTE OF ACCOUNTANTS

270 Madison Avenue
New York 22, New York

INTRODUCTORY NOTE

This background statement on a proposed
new AIA service to assist members in the manage

ment of their practices is divided into three sections.

The first part (pages 1-9) is a prospectus of
the proposal.
The second (pages 10-18) summarizes the
reactions to the suggested project by state society

presidents and members of the Institute’s advisory
committee of local practitioners.
The final section (pages 19-20) consists of

excerpts from minutes of the executive committee
reporting its decision to recommend the proposal to

the spring meeting of Council.

1.

SECTION ONE:

An Outline of the Proposed Service

2.

1.

Why does the new service seem necessary?

It is no derogation of professional status to recognize that
accounting practices are economic units.

The basic characteris

tic of a profession -- that it is carried on in a spirit of public ser
vice and not primarily for profit --is not incompatible with the fact

that in order to provide service of high quality a professional prac

tice must be financially sound and well managed.
Marquis G. Eaton, president of the Institute, said at the 1956

annual meeting in Seattle:
"The financial resources available to the professional

man from his practice must be sufficient to enable him
to do these things, among others: to pay the compensa
tion necessary to attract to the profession, in
competition with others, the highest types of young

people; to maintain the library and other equipment
needed in his work; to pay the costs of a respectable

and comfortable office; to afford the leisure necessary

for thought and study of an advanced character; to
provide for old age; to discharge family obligations;

to maintain a standard of living that will contribute
to the client’s good opinion rather than detract from

it ...

To what extent are accountants unable to give
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the necessary time to advanced study because of fi

nancial limitations?

To what extent do accountants

work longer hours than actually can be considered
decent in this day and age, because low fee scales

make it necessary?

Why are there so few who find

it financially worthwhile to organize and present
advanced study courses for accountants?

How many

accountants refrain from joining professional organi

zations because of financial limitations, or absent

themselves from meetings such as this for the same
reason? ”

There is evidence that many certified public accountants need

help in dealing with the economic aspects of their practices. The
accounting profession has not done nearly as much as some of the
older professions to aid members in this area.
The healthy growth of the profession as a whole depends
largely on the ability of its members to adapt themselves to new

developments, to make the most effective use of their own time and
the time of staff personnel, to insure that clients understand the

significance of the services rendered and utilize them to maximum

advantage.
Certified public accountants are not yet firmly established
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in the thought-habits of business management as analysts of business
problems, advisors, interpreters of financial data.

Lawyers, econo

mists, statisticians, engineers and even the more recent arrivals on
the social scene, management consultants, are or could become

competitors in fields of service that traditionally have been reserved

to CPAs.

Some of them, moreover, have seized the initiative in adapt

ing various aspects of accounting to meet the swiftly changing needs

of the economy. New scientific developments -- electronic accounting,
to cite one example -- may have a significant impact on auditing and
internal accounting control.

Thus the accounting profession cannot

safely assume that its position in a dynamic society is necessarily

stable or permanent. Like other entities in the economy, it should
be prepared to invest in its own future by engaging in large-scale

research and planning with the objective of improving its present ser
vices and of devising new ones.
Since large-scale research and planning are beyond the capa

city of most accounting practitioners and firms, it seems appropriate
that the Institute should undertake this function for the benefit of its
members and the profession as a whole.

2.

What would the new activity accomplish?
The objective of the proposed project is to provide a
continuous flow of information and opinion on questions like the
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following, and a host of others on related subjects:

(a)

Scope of service
What accounting services are the most progressive com
panies now receiving?

To what extent are these services rendered by CPAs?
What additional services would present clients be likely
to accept if fully aware of their value?

To what extent are CPAs generally equipped to perform
the desired services?

How could they become better equipped?
How many business enterprises are not now served by

CPAs?

Under what conditions would they seek the aid of CPAs?
What is the trend in volume of accounting services rela

ted to capital investment, industrial activity, popula

tion, etc?
(b)

Fees and client relations

What are reasonable ranges of fees for various account
ing services?
What guides are available in setting fair fees?
Is there resistance to reasonable fees?

If so, how might it be overcome?
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When and how should charges for accounting services
be rendered?

Should there be advance discussion of fees with the
client?
If so, how should these discussions be conducted?

What are some time-tested ways of meeting complaints

about fees?
How do experienced practitioners handle non-paying

clients ?

Have incomes of CPAs kept pace with inflation?
How do they compare with those of other professional
men and business executives?

Are relations of CPAs with their clients satisfactory?
How might they be improved?
How can CPAs properly encourage clients to accept
additional needed services?

(c)

Public attitudes

Are present financial statements, audit reports and

tax returns fully acceptable to investors, analysts,

bankers, credit executives, surety companies,
Internal Revenue Service, regulatory agencies,
other "consumers”?
How could they be made more useful?
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(d)

Extent of public accounting practice
How many CPAs and PAs are in practice?
How does the rate of increase in numbers compare with

economic indices?
How does the geographical dispersion compare with that
of industry, commerce and finance?

What areas appear to invite additional CPAs ?
What population and other economic factors will support

a CPA practice?
(e)

Administration of a practice

What are satisfactory ratios of salaries, rent and other
expenses to income or other indices ?

What mechanical aids and library facilities are helpful?

What insurance should be carried?
What are effective methods for the recruitment, training
and retention of staffs?
How can staff time be used most productively?

What is the optimum ratio of staff to partners in various
types of practices?

What internal accounting systems are used by successful

practitioners ?
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The results would be communicated to members in a variety
of ways.

Some of the more formal material would be published in

booklet form; a series of "case histories” would disclose the methods

and approaches of veteran practitioners; other information would be

delivered in lectures and tape recordings at professional meetings;

and special discussion clinics, using visual aids and other modern
instructional devices, would be organized.

The long-range objective,

in other words, would be to create a pool of knowledge and experience

from which members might draw through various media of communica

tion.

3. How would the project be conducted ?

It is proposed to create in the Institute’s staff a Department of

Accounting Economics -- supervised by a small committee of exper

ienced practitioners and headed by a business-school graduate with
some knowledge of accounting, economics, statistics, and some business

experience.

The department’s activities should be coordinated with all

other Institute activities -- for the results of its studies could have a
profound effect upon the Institute's educational efforts, its research and

public relations programs, its publishing and other activities.

Competent outside research and survey organizations would be
retained to assemble needed information in the various areas of research,
interviews, statistical studies or other appropriate means. It might also
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be possible to enlist the cooperation of state and federal government

agencies in the collection of some of this data.
Professional consultants in technical areas (human relations,

personnel administration, office design, etc.) would be employed to
interpret the results of some of the fact-finding surveys and prepare

advisory opinions.

4. Conclusion
In a fast-changing society no profession or other vocational

group can stand still. It must go forward or fall back.

This is parti

cularly true of the accounting profession, which serves primarily the
most dynamic segment of society -- the business community.

This

profession must be constantly alert to changes, hospitable to growth,
and flexible enough to respond to new needs.

If small business is to grow and big business is to remain free,
they need all the skilled aid available to move with assurance in an ex

panding economy. In an era of high costs and narrow profit margins, a
constant improvement in accounting techniques is increasingly impor

tant, both for a full understanding of where a business stands and for
sound judgment on where it is to go.

Unless the accounting profession

grows in numbers and in competence to answer new demands of busi

ness, the latter will be compelled to turn to other sources of help.
The accounting profession -- both in the interests of the
American economy and out of concern for its own welfare -- cannot
allow that to happen.

10.

SECTION TWO:

A Report on Reactions to the Proposal
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1. A survey of opinion on the project
After reviewing the pr eceding outline, the executive committee

voted to distribute it to the 52 presidents of state societies and the 53

members of the advisory committee of local practitioners for comment.
The covering letter asked them to discuss the proposal with a

few representative local practitioners and report back their combined
views on three questions:
a. Is there a real need for some work on this subject?

b. If so, should the work be done only to the extent

that the regular budget will permit -- recognizing
that this may mean a year or two before anything
of any significance can be expected?

c.

Would members be willing to buy the material pro

duced by the new service -- perhaps on a subscrip

tion basis --in order that the information could be
collected more quickly and with a wider coverage?

Sixty-two answers were received.

Most of these letters conveyed

the reactions of several other practitioners consulted by the writer --as

many as 75 in one case. At a conservative estimate, therefore, the views

of at least 500 people are reflected in this summary.

2. The question of need
The verdict was nearly unanimous: a genuine need seems to exist.
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Only one or two members challenged the usefulness of the

project. They did so on the grounds that most of the activities to be
undertaken by the new department would be better handled by the

practitioner himself.

Several who voted in favor of the project tempered their

response by saying that the need did not appear to be urgent -- though
they agreed that some work in the field might be beneficial.

The vast majority, however, were highly enthusiastic.
Some typical comments -- both favorable and unfavorable --

appear at the end of this report.

3. The question of financing

It is difficult to tabulate the answers to the two questions on
financing because a substantial number of respondents declined to
make an either/or choice. Some said that they would be willing to

finance the new activity by purchasing the material if the current
budget did not permit immediate action on the project; others recom

mended a mixed financing -- some of the work to be supported by the
regular budget, some of it by sales of published documents; still

others, who preferred the subscription approach, voted for an AIA
appropriation to insure wider distribution of the material.
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Assigning these yes-and-no responses on a half-and-half

basis to the two alternatives, the result would be this:
For inclusion in the budget:
For subscription basis:

25-1/2
36-1/2

Those who favored the budget approach generally cited three

reasons for their choice:

a.

Members who would benefit most from the service
might be reluctant to pay for it -- either because
they felt that they could not afford it or because
they failed to recognize their need for it.

b.

The larger firms might not subscribe and thus
inadequate funds might doom a service which the
smaller firms feel entitled to receive from the
Institute.

c.

Some of the information to be collected should be
of interest and value to the whole accounting pro
fession and ought to be financed by the whole
profession.

Those who preferred the subscription basis usually made these
points:
a.

If the material produced by the new department
carried a price tag, there would be a greater
tendency to recognize its value.

b.

Since the information would primarily aid a
limited number of firms, all of the members
should not be asked to finance it through the budget.

There was obvious reluctance -- even on the part of those who

greeted the project with enthusiasm --to speak with any finality on the
questions of financing.

This was largely due, of course, to the absence
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of a concrete figure on costs or a specific subscription price. A few
of those who voted for the subscription basis did suggest that they
would be willing to pay $35 a year or even more for the material; but
most of the respondents limited themselves to saying that they were

ready to pay a "reasonable" fee for the service.
One writer summed up the reactions to the problem of financing

in these words: "It seems to be the feeling that a project of this type

should ultimately be more or less self-sustaining, but it is obviously
going to take a sizeable appropriation from the Institute to finance the
program until material can be produced for sale to the members. It

would not appear practicable to attempt to collect from the members
in advance for the material to finance the early stages of the program.

Accordingly, the speed with which the information could be collected
and the extent of the coverage would depend on the available resources

of the Institute. The people with whom I talked were, of course, not in
a position to judge how much of an appropriation the regular budget
of the Institute would permit for this proposed new activity ..."

4.

Conclusions
It seems clear that three conclusions can be drawn from these

responses:
One:

A need for assistance in the management of an

accounting practice is widely recognized.
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Two:

The project as outlined in the prospectus can
be reasonably divided into two parts: (1) the
collection of ’’vital statistics" about the pro
fession for the benefit of the whole profession;
and (2) the development of practical assistance

to practitioners in the conduct of their practices.
Three: While many of those who responded were will

ing to subscribe in advance to such a service,
there is enough reluctance to suggest that the
initial products of the research ought to be sold
individually.
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Excerpts from Letters on the Proposal

I am sure this program is of the utmost importance to all
members of the Institute, and in particular the small practitioner.
This opinion is the result of my thinking that the public can best
be served by an association of accountants or a partnership which
would permit a greater degree of specialization; however, it creates
a number of problems in the management of such a practice which
are not easily overcome.

*

*

*

I believe there is a vital need to consider this problem
because until the economics of an accounting practice are solved I
do not believe other matters, which some of us may consider serious,
can receive the attention of the majority of CPAs who are most neces
sarily preoccupied with earning a living. In other words, it is basic
that our profession first reach the professional level financially before
we can solve many of the other problems with which we are familiar.

Most of the activities proposed to be undertaken by this new
practice management department are matters that the practitioner must
do for himself, and, in fact, can do for himself much better than anyone
else. Any practitioner who felt that he could not handle many of the
questions such as how to set fees, relationship of staff to partners,
office layout, firm bookkeeping, etc., probably is not too well qualified
to practice public accounting.

On the basis of our experience with practitioners, large prac
tices and small practices, it appears there is real need for this service.
Many practitioners, particularly individual practitioners, do not have a
clear understanding of their objectives in life and many have their plans
diverted through the fact that they do not have the concept of the funda
mentals of a profession.

It seems to me, personally, that this is a field that has been
long-neglected and should be given immediate attention.
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There is a definite need for this type of assistance and it is of
even greater scope than outlined in the article.

One of the individual practitioners informed me that although
he would meet with the rest of us as a personal favor to me, he said
it was his opinion that there was not any need for such an activity, that
everyone wanted to run their office in their own way and he would not
be bothered to read the material if it was sent to him, let alone consider
paying a fee for the service.

*

*

*

After giving this matter considerable thought we agreed that it
was actually an activity which probably should have started ten years
ago, and if such a service had been available when the majority of us
started practicing on our own, it would have saved us many dollars and
hours we all apparently spent in developing a policy in connection with
administration problems, fees, client relations, hiring and training staff
personnel and many other problems that were peculiar to a new small
firm.

*

*

*

In discussing the matter with small firms, as well as individual
practitioners, it was evident that they all felt a serious need for some
sort of help in the management of their practices, and that this help
could best come from the Institute. It was felt that putting a separate
price on this service would probably serve to keep it out of the hands of
those who needed it most.

Most local practitioners realize that if they are to meet the
competition of the national firms, they must operate their own practices
in a professional and efficient manner, and this can best be done by
closer association with the Institute in projects such as the one we are
discussing.

**

*

The consensus of opinion seems to be that, while the study con
templated would have some value, it is nevertheless thought that it
would be somewhat theoretical. We believe we are getting from the
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Institute about all the information we can absorb except in the field
of management consulting. More "case studies" in the auditing of
different industries would be valuable.

*

*

*

As a profession, we must certainly conduct our practices
in the public interest; however, to do the best job, we must also be
able to do this efficiently and with financial success. So many times
we think our fees, client relations, services and administration are
sound, only to find there is doubt. It would certainly appear that an
organized study and guide could do much to further promote the pro
fession through an aid to its individual members.

I feel quite strongly, and also it was the opinion of those to
whom I spoke, that such a project definitely was needed and would be
of great assistance, provided it was done on a scale which would not
only benefit individual practices that have staffs of fifteen to twenty
people, but also practitioners with one or more people. There seemed
to be a slight fear among those to whom I spoke that it would not be
broken down to fit the smaller practitioner.

In my personal opinion, our profession has made rapid
strides in so far as the number of new CPAs is concerned, but I
feel that we have lost ground in our relative economic position
in society and that it is high time we did something about it.

*

*

*

As a local practitioner, I shall eagerly await the commence
ment of AIA leadership in the field of practice management, at the
same high level of excellence which we have all come to associate
with any Institute activity.

***
The result will probably be as it is in so many other things:
those who need it least will use it most, and those who need it most
will ignore it.

*

*

*
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SECTION THREE

Decision of the Executive Committee
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Excerpts from the Minutes of the Executive Committee
Meeting of January 22-23, 1957

The executive committee received a report of responses from

state society presidents and members of the advisory committee of
local practitioners to a request for their views on a proposed new

Institute activity in the field of "Practice Management" ...
The executive director proposed for the consideration of the
executive committee that the Institute provide $20,000 in its regular
budget to assemble general statistical information about the profes
sion and its work, and that an appropriation of $30,000 be made from
the Contingency Fund for studies to be made in the area of practice

management --on such topics as the trends in demand for account

ing services, fees and client relations --on the assumption that this
amount could be recovered through the sale of 3 studies to at least
3,000 interested members at an aggregate price of about $10.

After extended discussion, the executive committee resolved
that the plan submitted by the executive director be presented to the

Council at its spring meeting with a recommendation that it be
approved.

The executive director was requested to submit the

proposal to the Council for study prior to the meeting next April.

